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Jewell & Lang

Certified Public Accountants
1615 Bonanza St., Suite 209, Walnut Creek, CA 94596-4530 ¢ Telephone (925) 935-1028, Fax (925) 935-1029

Irene 7. Jewell, C.P.A. Wilbur M. Parker (1923-1992)
Gary R. Langsdale, C.P.A.

Report of Independent Auditors

The Board of Directors
Robert C. McGibben, Inc.

We have audited the accompanying statement of financial condition of Robert C.
McGibben, Inc. as of December 31, 2002, and the related statements of income, changes
in stockholder’s equity, and cash flows for the year then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above.present fairly, in all material
respects, the financial position of Robert C. McGibben, Inc. at December 31, 2002, and
the results of its operations and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules I, II, and III is
presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by rule 17a-5 under the
Securities Exchange Act of 1934, Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a

| ol ¥ Langsthls

March 25, 2003




Robert C. McGibben, Inc.
Statement of Financial Condition
December 31, 2002

Assets

Cash and cash equivalents

Deposits with clearing organization
Receivables from brokers or dealers
Receivable from stockholder
Securities owned, at market value
Exchange membership, at cost

Furniture and equipment, at cost, less
accumulated depreciation of $18,091

Liabilities and Stockholder’s Equity

Liabilities:
Accounts payable and accrued expenses

Stockholder’s equity:

Common stock, $1 par value,
authorized 100,000 shares,
issued 10,000 shares

Retained earnings

Total stockholders’ equity

See accompanying notes.
2-

$ 10,623
9,700
34,418
256,003
15,570

23,000

17.842

367,156

§ 431

10,000
356,725

366,725

$367,156




Robert C. McGibben, Inc.
Statement of Income (Loss)
Year Ended December 31, 2002

Revenues:
Commissions
Interest
Realized and unrealized gain (loss)
on investments

Expenses:
Employee compensation and benefits
Commissions and fees
Communications
Occupancy
Other expenses

Income (loss) before income taxes
Provision for California income tax
Net income (loss)

Basic and diluted earnings (loss) per share

See accompanying notes
-3-

$ 186,393
390

(53.044)

133,739

98,573
26,964
43,689
26,067
49,784

245,077
(111,338)

1,898

113,236

$ (11.32%)




Robert C. McGibben, Inc.
Statement of Changes in Stockholders’ Equity
Year Ended December 31, 2002

Common Retained
Shares  Amount Earnings
Balances at January 1, 2002 10,000 $10,000 $469,961
Net income (loss) for year
ended December 31, 2002 (113,236)
Balances at December 31, 2002 10,000 $10.000 $356,725

See accompanying notes.
-4-




Robert C. McGibbon, Inc.
Statement of Cash Flows
Year Ended December 31,2002

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income
to net cash used in operating activities:

Depreciation $ 6,867
(Increase) decrease in operating assets:
Receivable from broker-dealers 30,869
Securities owned 51,530
Receivable from stockholder (30,652)

Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses (20.197)
Total adjustments

Net cash provided (used) by operating activities

Cash flows from investing activities

Cash flows from financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at January 1, 2002

Cash and cash equivalents at December 31, 2002

Supplemental cash flows disclosure:
California income tax payment

See accompanying notes.
-5-

$(113,236)

_ 38417

(74,819)

(74,819)

85,442

$10,623

§ 1.898




Robert C. McGibben, Inc.
Notes to Financial Statements
December 31, 2002

1. Organization and Nature of Business

The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC). The Company was formed as a corporation under the laws of
California during March 1985.

2. Significant Accounting Policies
Basis of Presentation
The Company is engaged in a single line of business as a securities broker-dealer
offering transaction services to other broker-dealers The Company also trades
securities for its own account.
Securities Transactions
Securities transactions are processed through an unrelated clearing company. If

held, marketable securities are valued at market value, and securities not readily
marketable are valued at fair value as determined by management.

Income Taxes

The stockholder of the Company has consented to the election of S corporation
status. In general, an S corporation does not pay any income tax. Instead, the
corporation’s income and deductions are passed through to its shareholder.
Although exempt from federal income tax, the Company is subject to the
California 1.5% tax as well as the California minimum tax.

Depreciation

Depreciation is provided on a straight-line basis using estimated useful lives of
five to ten years.

Exchange Membership

The exchange membership is recorded at cost which approximates current value.




Robert C. McGibben, Inc.
Notes to Financial Statements
December 31, 2002

2. Significant Accounting Policies, contd.
Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Company has defined cash
equivalents as highly liquid investments, with original maturities of less than
ninety days, that are not held for sale in the ordinary course of business

3. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC rule 15¢3-1), which requires the maintenance of minimum net
capital and requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1 (and the rule of the Pacific Exchange also
provides that equity capital may not be withdrawn or cash dividends paid if the
resulting net capital ratio would exceed 10 to 1). At December 31, 2002, the
Company had net capital of $38,319 which was $33,319 in excess of its required
net capital of $5,000. The Company’s net capital ratio was .01 to 1.
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Schedule 1

Robert C. McGibben, Inc.

Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission
December 31, 2002

Net Capital:
Total stockholder’s equity

Deductions for non-allowable assets:
Non-current receivables from broker-dealers
Receivable from stockholder
Exchange membership
Furniture and equipment

Net capital before haircuts on securities positions
Haircuts on securities

Net Capital

Aggregate Indebtedness:
Accounts payable and accrued expenses included

in statement of financial condition

Computation of Basic Net Capital Requirement :
Minimum net capital required for Company

Excess net capital
Excess net capital at 1,000 per cent
Ratio: Aggregate indebtedness to net capital

Reconciliation with Company’s computation (included in Part II of
Form X-17A-5 as of December 31, 2002)
Net capital, as reported in Company’s Part II (unaudited)
Focus report
Audit adjustments
Net capital per above

$366,725

21,561
256,003
23,000
17,842
318,406
48,319

2,548

$ 45771

$ 431

5,000
$ 40,771
$ 45,728

0Oltol

$ 45,960

(189)
$ 45771



Schedule 11

Robert C. McGibben, Inc.
Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2002

Robert C. McGibben, Inc. is exempt from Rule 15¢3-3 under Section (k)(2)(B) as all
customer transactions are cleared through another broker-dealer on a fully disclosed
basis. :



Schedule 1

Robert C. McGibben, Inc.
Information Relating to Possession or Control Requirements

Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2002

Robert C. McGibben, Inc. is exempt from Rule 15¢3-3 under Section (k)(2)(B) as all
customer transactions are cleared through another broker-dealer on a fully disclosed
basis.

-10-



Certified Public Accountants
1615 Bonanza St., Suite 209, Walnut Creek, CA 94596-4530 e Telephone (925) 935-1028, Fax (925) 935-1029

irene T. Jewell, C.R.A. Wilbur M. Parker (1923-1992)
Gary R. Langsdale, C.P.A.

Board of Directors
Robert C. McGibben, Inc.

In planning and performing our audit of the financial statements and supplemental
schedules of Robert C. McGibben, Inc. for the year ended December 31, 2002, we
considered its internal control structure, including procedures for safeguarding securities,
in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on the internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission
(SEC), we have made a study of the practices and procedures followed by the Company
including tests of such practices and procedures that we considered relevant to the
objectives stated in rule 17a-5(g) in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed
by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications and
comparisons

2. Recordation of differences required by rule 17a-13

3.  Complying with the requirements for prompt payment for securities under
section 8 of Federal Reserve Regulation T of the Board of Governors of the
Federal Reserve System.

The management of the Company is responsible for establishing and maintaining
internal control and the practices and procedures referred to in the preceding paragraph.
In fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedure referred to in the preceding paragraph and to assess whether those practices

7 and procedures can be expected to achieve the SEC’s above mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's
authorization and recorded properly to permit preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.




Because of inherent limitations in internal control or the practices and procedures
referred to above, error or fraud may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in
internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition
in which the design or operation of the specific internal control components does not
reduce to a relatively low level the risk that error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal control, including
control activities for safeguarding securities, that we consider to be material weaknesses
as defined above.

We understand that practices and procedures that accomplish the objectives
referred to in the second paragraph of this report are considered by the SEC to be
adequate for its purposes in accordance with the Securities Exchange Act of 1934 and
related regulations, and that practices and procedures that do not accomplish such
objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices
and procedures were adequate at December 31, 2002 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of
Directors, management, the SEC, Pacific Exchange, and other regulatory agencies which
rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by
anyone other than these specified parties.

el ¥ Langsdole

March 25, 2003




